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ABSTRACT 


This study is based on the premise that some factors are more 
important than others in the evaluation of mutual funds. The factors 
aRerexpeises, sperrormance, Size, Conmission ‘charges, “risk-return,, 
andopgectives,, Theirerelative importance isi determined by testing 
null hypotheses based on an objective sample of fourteen balanced 
and fully nenaeee funds, for the period 1957 to 1966, inclusive. 

Chapucr= 1 soutdines the basic methodology for the selection 
of the mutual funds and the measurement of performance and risk. 
Chapter llsconcentratées ‘on expenses, performance, size, and commis- 
Sionechiargos = Noll hypouheses: are tested for each of these factors 
aid stNestestiitceare:anelyzeq. eGnapicr Ilisfocusesson risk, return, 
andvobjectives.. The risk-return efficiencies for the mutual funds 
are rankeusrelative to each other and then compared with their 
ObDjectives*ascither-belanced or fully managed funds. Chapter: 1V 
summarizesmthe eindines, or this Study and states which factors are 


relatively more important, inethe evaluation of mutual funds. 
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CHAPTER I 
BASIC METHODOLOGY 


J SELECTION OF THE MUTUAL FUNDS 


Fourteen mutual funds were selected for analysis from the Financ- 
ial Post Survey of Investment Funds which were erore cd asveltuer 
balanced funds or fully managed funds. 

Balanced funds may be generally defined as funds invested in 
a portfolio of common stock securities and fixed-income securities in 
a proportion which is deemed to balance the investment risks associated 
WiLUEDOtT typeSvOnesecurities. “It risk. 1s measured ini terms of the 
market price volatility for common stocks and for fixed-income secur- 
Lites, ethic 1Otale teturmeon) an investment in common Stocks is generally 
more, VOlatlleoeand less predictable, than the total return on an invest~ 
MeN eri Scue INCOMesSeClritLes on (lOUd Peuuria1ts sce died sas, the net 
realized and unrealized capital gains (or losses) plus cash dividends 
aiid 1iterest al cers Or POrtLOl1O=diVversit ication,» the, manager 'or 
a balanced fund decides what proportion of the total portfolio will be 
invested gin= commons stocks and i wtixed-income securitiesiso that the 
total) potential sreturneon tie portrolio will be increased isionificantly 
with Jittle or no,increase in the risk. In this sense, the investment 
TisksSascociited with born types ot securitiessare “balanced! When 
the common stocks in the portfolio for the balanced fund increase 
(decrease) in market ivalue, the total return on the.poxttolio will in- 
increase (decrease), to the extent of the investment in common stocks, 


ceterms paribus. Jf another fund is invested only in.a portfolio of 
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the same common stocks which increase (decrease) in market value, the 
LOCal returnaon tat portrolio.will merease (decrease) relatively more 
than for the balanced fund because the portfolio risk is less diversi- 
Pied: 

Fully managed funds may be generally defined as funds invested 
in a portfolio of common stock securities, or fixed-income securities, 
or some combination of both types of securities, depending on the per- 
ceived economic and stock market conditions. If the manager of a 
fully managed fund concludes that the interest rate level will decline 
significantly in the next three to four months, he may decide to in- 
vest the entire portfolio in bonds on the expectation that bond prices 
WilleineresSe SignietiCanuLy wceteris paribus. lf this expectation, be- 
comes a reality, the manager may decide to realize the gains by liquid- 
ating all the bonds and to invest the proceeds in common stocks only. 
Peth sec kanole Lie port rOolro risk 1S concentratedeLrathner than being 
ainersiticdslike aubalanced tund.. sGencrally speaking, the risk and 
Meturn iss expecved tosberpreater iforgthewfullyimanaged) tunds than for 
tie Dalancedmiunds because wthesportcoliongrisckais lessadiversatied. 

ihe soucveen mutual tundseselected trom thes hinancial Post 
ourvey Of Inyestment Funds satisfy the following criteria: 

(1) Theotundsswere operdt onal during; the period’ 1957 to 

1966, inclusive. 

(2) Most of the information was available for purposes of 

analysis. 

Vithevespect, to the first criterion, /aqperiodor at least ten 


years is required for any meaningful analysis, and the period selected 
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should be one where the performance behavior in the first year is 
Similar to thaterer the last year. “Ihe years 1957 and 1966 were 
selected because the major stock market indices and the performance of 
most mutual funds had declined significantly on a relative basis in each 
of those years. 

In accordance with the second criterion, most of the information 
was available for only fourteen mutual funds which were categorized in 
the Financial Post Survey of Investment Funds as either balanced funds | 
or fully managed funds. 

One of the specialty funds, Canafund Company Limited, satisfied 
both criteria but it was excluded from this analysis because any. con- 
clusions might not be valid for any other specialty funds. 

The method used to select the fourteen mutual funds was not a 
random process. It was an objective process necessitated by the tem- 
poral and informational requirements for a meaningful analysis. 

The following fourteen mutual funds were selected: 

Balanced Funds 
Champion Mutual Fund of Canada Ltd. 
Commonwealth International Leverage Fund Ltd. 
Corporate Investors Limited 
Fonds Collectif VA" 
Investors Mutual of Canada Ltd. 


Savings and Investment Corporation Mutual Fund of 
Canada Ltd. 


Timed Investment Fund Limited 
Fully Managed Funds 


Associate Investors Limited 
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Beaubran Corporation 
Canadian Investment Fund Ltd. 
Dominion Equity Investments Ltd. 
Grouped Income Shares Ltd. 
Mutual Accumulating Fund 
Templeton Growth Fund Ltd. 
Factors considered in the analysis of these mutual funds. include 


expenses, Commission charees, $1z¢e, risk, performance and objectives. 


II EXPENSES, BROKERAGE AND COMMISSION CHARGES 

EXpenses aresderined as: Cash outlays Dy athe mutual Ufunds, tor 
purchased services, but exclude any cash outlays for income taxes, 
brokerage and commission charges. 

Income taxes were excluded so that the expenses of the fourteen 
mutual funds would be comparable. Some of the unincorporated funds are 
trusts which do not pay income taxes, while most of the incorporated 
funds do pay them. 

Brokerage commission costs ‘are usually not reported’ as expenses 
by the mutual funds because these costs are directly associated with 
the investmentvot *runds’. 

The commission payable to salesmen on the purchase of mutual 
fund shares is usually considered by the mutual funds as a cash outlay 
On expensemincurved byethe purchaser and not by the mutual funds: 

For purposes of comparison and analysis, annual expenses were 
expressed as oa percentage of the yearly dverage netassets for each of 


thestourteen autual tfundsi-for therperiod 1957 to 1966, inclusive. 


what seri eeu Currue Saat ‘thi aa cla ailt wt enema 
anvtraeidio Sits « Jalesidlaatt row ae hin mma jeiy ted’ ideale a 


ee A A wie Tea EN q re inti aided fe 


vias Din ty ey arta in ten oy 


SIT ali ) PORTALS OT Dale, OF, ki a t 3 vi oon io pee =) ay 7 


pax. ret 16/10 ony hae at an. Sa 4 rearyinnn ad itlees chit ian 4 
Coa vat Ms reat is pO Gite fay Mote as atehw | eat ae 
be ie it Ae hia ag Ala 

eS). eu ey i" fiers ris Lt wipe ety 1704 es ea ieee sy teat . 
tie Ween Sates’ ot Toe eee +f20L ny bik eitiie asl eanritya mat Paine net ae 

7 | hon by seeneevae: 

Ebutug 2b ‘iabedaan nf ne nia oF ghitarmt gt 2 eae adit | , me 
mite Heep Gln ane eligi ht of Wether: ‘yvitanen 2 ie ity 


eo 


¥ 


f iv . bd 
ebro Pedccup ried ‘el? baa ry "9 
arr eeqiioae Leryn ans +) a 


i dee 1m" baie cal Das 


fei 


Pia somes ‘eh o 


ce ‘i ie Lae 


III PERFORMANCE 
The following method was used to measure the annual performance 
of the mutual funds: 


A.P. = N.A.V. (YE) + C.D. - N.A.V. (BOY) x 100 
N.A.V. (BOY) 


Where: ALE. = percentage annual performance 
N.A.V. (YE) = net asset value per share at year end. 
C20: = total cash distributions per share to the 


nearest low cent during the year. 


N.A.V. (BOY) = net asset value per share at the beginning 
OF =the: year. 


To measure the cumulative performance of the mutual funds for 
the period 1957 to 1966, inclusive, the following method was used: 
Geet iieet eke CIN Pay. Xe ox th. Boy) = J 


Where: (CP. = percentage cumulative performance for the period 
P95 FOC VIO. MInCIUsiVve. 


Chain multiplication of the percentage annual performance figures 
for the mutual funds for the period 1957 to 1966, inclusive, in effect 
reinvests the total annual cash distributions at the beginning of the 
next year. 

Two computations were made for each of the mutual funds; both 
of them assumed that the only purchase of mutual fund shares was on 
January 1, 1957 and that no cash was withdrawn during the period 1957 
to 1966, inclusive. The first computation did not allow for the effect 
of commission charges at the time of purchase on the annual and cunula- 
tive performance for each of the mutual funds. Results of this computa- 
tion were used for the analysis of risk and return. The second compu- 


tation did allow for the effect of commission charges at the time of 


rs the ee 
7 a Ay) ee Py 
te : i Me 
i" i ve a ial 
7 a eh 

‘ mia 


; 
7 
hy 
ui oy tie, ta sie ‘is hid . 
os ea) ‘o4aitts tq! angtdutie: | aad ane) i 
| a inh) bo HOt” set ee ee 
ott 
yin yoda: S43 ts Lbbnad wid ot Hogan e aii hy 
rot olay Sadia wit ‘te apatite’ val pul | = ane atria 
nu eee | 
ri’ Bk haiteoe sivbwst ty dull, ach ‘af a onan’ of r ame oily 6 
* a ’ e qo) hh 
{ « fog tt, bat } fe. thy he ce, bal vey % tr oy, hel ae 4 
| Poh. i ae iS 
borragd 9d? VOT ta 19: si we bi El al SHatwaagriog = a » 3 
| | eh DIRT by a wer | a a 
ay tugi? saad ion veniins. ani its D3 +44) a. intapa (eat monatrt Y; Ae = 
: - “ a 
Perr 4: oay beat SH a hae ot et hoby: in an sib seit Hane ie 
oD Tn sie ag yd wt ae ecrquniat ia Heda ‘pine fhe ait , | Y 
herent tee "h Fuesie i to, soi ies aba ahi snaiinigigon ott 
* ta ate arene rd ‘tigi ps 6 anni selina. aity tl vt a 
rep hg out itt eit he api isi tate erry eae 
oi aechiaid, iebaiade ¢ Pi me . 


ipa yt Wr , Ty 5 ‘o von 


6. 
purchase on the cumulative performance for each of the mutual funds. 
Results of this computation were used to assess the "investor exper- 
ience" for each fund and also to see if the payment of commission 
charges was rewarded by better performance. 

One limitation of the methodology used to measure the perfor- 
mance of the mutual funds may be the exclusion of the possible effect 
of the rates of portfolio turnover on performance. However, the 
authors of one extensive study stated that their ''...analysis revealed 
no strong relationship between turnover rates and ee either 
when the variables were examined for the same time period or when per- 
formance laggedone year behind turnover .''1 

Another limitation of the methodology used for measuring the 
performance of the mutual funds may be the possible effect of the net 
cash inflows or outflows on performance. For ee net cash in- 
flows may be invested by one mutual fund in stocks appreciating sig- 
nificantly in value in a relatively favorable market environment, while 
net cash inflows may be invested by another mutual fund in a less pro- 
pitious market environment. The timing of the net cash inflows or out- 
flows may have a significant effect on the performance of each of the 
mutual funds. 

The results of the methodology used to measure performance should 
closely approximate the actual performance of the mutual funds, provided 
the portfolio turnover rates and the net cash inflows or outflows are 
not significant for any of the funds. 


lfirwin Friend, F.E. Brown, Edward S. Herman and Douglas Vickers, 
A Study of Mutua] Funds, (Washington: U.S. Government Printing Office, 


1562). p49. 
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IV RISK AND RETURN 


Most of the present theory assumes there is a positive associa- 
tion between risk and return. Attempts have been made by some empiri- 
cists to develop a methodology for measuring risk and return. The 
methodology for measuring return has developed more quickly than for 
PeChebDeease- 16 ismmonre easily cet nedemyinethis Study. wrisk1s.de- 
Pinedsacmcne ceprce of volatility Ine acUMULataVes return for seule 
of the fourteen mutual funds over a period of ten veeeesy Vela GLC ale 
each other, and relative to an assumed non-chequing savings account 
which has the least volatile cumulative return. Volatility is measured 
by the standard deviation of the cumulative return and also 3 the 
Slope of the straight re of regression for the cumulative return of 
each mutual fund and of the savings account. The cpueaess the standard 
deviation or the steeper the slope or the stravente Tine or poonses at 
the greater the risk and performance. 

Thtssderinition of Fisk assumes thateall the ditferent types of 
risk associated with all the investments in the portfolio for a mutual 
fund have been measured by the market. The net result is expressed in 
ENCnNCUULALIVE YT eLUIN POratne: mUtuaLwtund. ss SOMmenor therdatt erent types 
Ofarisk Mayne lude wt inancia Woriske interest-rate. rask,, purchasing 
power risk, and the marketability risk, in varying degrees depending on 
the types of investments. It may be argued that the market measurement 
Of risk WSenot an.accurate one because the market ‘does not operate on 
the basis of complete information and therefore it cannot properly meas- 
ree eIsks Ataany oven polngai time.  Nevertheress. the market does 
attempt to measure the perceived risk on the basis of partial informa- 


tion at a given point in time, and over the long-term the measurement 
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may be reasonably accurate as more information becomes available. The 
Nav keveneasuresorerismecan*hbevquantitmede inspite of its limitations. 

Some attempts have been made to measure the performance of mutual 
funds relative to recognized stock market indices such as the Dow Jones 
Industrial Average or Standard and Poor's Composite Index. However, 
using these indices as yardsticks for measuring the performance of 
mutual funds assumes comparability between the weighted constituents of 
thesineices andthe mutual efunds; “whichis wisually not™the’ case.’ Most 
of the recognized stock market indices are not actually representative 
of the stock market and hence they are not meaningful measurements of 
market behavior. In addition, the use of stock market indices as yard- 
sticks emphasizes performance rather than risk and performance. There- 
fore, a more meaningful and comparable yardstick should emphasize mini- 
mal or maximal risk and performance. The following measure emphasizes 
minimal risk and performance: 

An assumed non-chequing savings account with the 
Federal Government paying interest at an annual 
rate equal *tonthe market rate: for the ‘Government 
GheCanada Bonds .e58o/45edue January 15,71975-78, 
on the last Wednesday of eacn year, based on the 
account balance at the beginning of each year, 
duving themperlod, | Soto A006 anclusive. It as 
also assumed that the principal amount deposited 
in) thevaccount atthe beginning of 1957 remains 
constant.and thats thevannual antenest credited to 


the account is not withdrawn during the period. 
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This savings account has the least volatile cumulative return rela- 
tivesto ethe .founteensmutual satundspingthis study n.andefior this reason,it 
emphasizes minimal risk and performance or return. To assess risk and 
PEtUID ~pthe equataonssforsthe stnaightelimes of regression were icom- 
puted for the cumulative returns of each of the fourteen mutual funds 
relative to the cumulative return of the savings account. The slope of 
each regression line indicates the cumulative return of each mutual 
fundere lative .to,therveunulativesreturneohsthe sayings account; «the 
suceper athe slope the greater thejrisk-andaretumyatihe rest,of ¢the 
methodology, which is similar in some respects to that promulgated by 


Treynor2, is exemplified by using the following assumed information: 


Y = -5uet 2X 
SA 7=).617.23% 
ACR = 103.45% 
ECR = (SR Xeon 
RR = ACR/EGR 


Where Say e-—cduahion st ormetnemstrarchte lime on regression. 


SA = cumulative return of the non-chequing savings 
account. 


ACRe=—actuad cumulative return of, the mutual fund. 
ECR = expected cumulative return of the mutual fund. 
SRe-eslope Onutne StralonGeline or regression. 


Riga Ta Sk-Teturneerticvency.. 


Therefore: 
EGR R= )n x Olea hea 22 46 
RRe= eNO Se 45/2 AG =) O4 547, 


2Jack L. Treynor, “How to Rate Management: of Investment Funds," 
Harvard Business Review, (January-February, 1965), pp. 63-75. 
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In this example, the mutual fund in question was able to earn 
84.5% of the amount expected on the basis of the actual risk exposure. 

Riskrandereturieare also measured in terms, Of the risk factor 
for each of the mutual funds. The risk factor for a mutual fund is 
Simply the actual cumulative Ceturm dayvawed by Tes Standard “deviation 
WilcGh iS an Imdication oi the risk-retiumn efriciency. “A*mutual fund 
WithetlceilONest niskeracvon meals that ile, rs Che most efricient an 
The ULTitZation of tisk relative co the otner funas. With this method, 
theresis No attenptevordetermine the expected cumulative return for a 
Mutual und On the basis Of 11s actual risk” exposure: an order to ‘com 
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CHAPTER II 


EXPENSES, PERFORMANCE, SIZE, AND COMMISSION CHARGES 


On the basis of the fourteen mutual funds, null hypotheses were 
tested au whe-0- Usutevel of significances to determine. the ceneralyrele- 
Wance “Of Such variaplles as expenses, ~pertormance, Size, and commission 
charges in the evaluation of mutual funds. 

DVEXPENSES 

Null hypotheses were formulated to test the significance of the 
Sirenetneon tie possiole relationships wbetween the variable or ex- 
penses and the variables of performance and size, as'indicated by the 
Dartia Wind multiple coetimcients of correlation. 

The null hypothesis of no correlation between expenses and 
annual performance, when the total net assets are held constant, is 
TejcevcdieLObwewO Mula Etna s site Seaccepied tor elevenstunds., “while 
Judgment 1S reserved On the remaining fund. (lableslV)] gin the case.of 
the stwo mutual tunds where the null hypothesis is rejected, the rela- 
tionship between expenses and annual performance is positive. In other 
words, the expenses. increased as the*annual performance increased. 

When the total net assets are held constant, the null hypothesis 
of no correlation between expenses and cumulative performance is re- 
Jectedwror, one mutual fund; it 1s accepted for twelve funds «while judg- 
ment is reserved on the remaining fund (Table V). 

It1is apparent, omithesbesis of thewmean and median coefficients 
of correlation for the fourteen mutual funds, that there is no relation- 


ship between expenses and annual performance, or between expenses and 
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cumulative performance, when the total net assets are held constant. 

The null hypothesis of no correlation between expenses and total 
net assets, when the annual performance 1s held constant, is accepted 
for eight mutual funds, while it is rejected for the/remaining sax funds 
(Table: V1). 

When the cumulative performance is held constant, the null hypo- 
thesis of no correlation between expenses and total net assets 1s 
accepted for eleven mutual funds, while it is rejected for the remain- 
inoeecnrec tunase (lable. Vil). 

On the basis of the mean and median partial coefficients of cor- 
relation for the fourteen mutual funds, there is no relationship be- 
tween expenses and total net assets, when either the annual or the 
cumulative performance is held constant. 

Null thypotheses were also tested by using theymultiple co- 
efficients of correlation. The null hypotheses of no correlation when 
expenses are dependent on the annual performance and the total net 
assets is rejected for e€1lght mutual funds; 1t asraccepted for five 
funds, while judgment is reserved for the remaining fund (Table VIII). 
Using the mean and median multiple coefficients of correlation for the 
fourteen mutual funds, expenses are dependent on the annual performance 
and the total net assets. 

The nul] hypothesis of no correlation when expenses are depend- 
ent on the cumulative performance and the total net assets is rejected 
for seven mutual funds, while it is accepted for the remaining seven 
funds (Table eixjiay ne thembasis. ot tine mean multiple coefficient? of 
correlation for the fourteen mutual funds, expenses are not dependent 


on the cumulative performance and the total net assets. Judgment is 
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reserved on this relationship when the median multiple coefficient of 
correlation, 75 sed . 
To summarize, it 1s apparent on the basis of the mean and median 
partial coefficients of correlation for the fourteen mutual funds, that: 
A. (1) There is no relationship between expenses and annual 
performance, or between expenses and cumulative per- 
formance, when the total net assets are held constant. 
(2) There is no relationship between expenses and total 
net assets, when either the annual or the cumulative 
performance is held constant. 
On the basis of the mean and median multiple coefficients of correla- 


£10n for the fourteen mutual funds, it 1S apparent thar: 


Be (1) -Expensesvare. dependent.on the annual perrormance 
andthe totalenet=assecs. 


(2) "Expenses: are not dependent on the cumulative per= 

formance and the total net assets when the mean 

coefficient is used, but judgment is reserved on 

this relavionusiipswheiatnesmcdvan Cociiticient as 

used. 
BUl)eis interesting in the Jieht or the partial correlation analysis 
ang Ot b(2)e FOrecach OLvties:ourcveen muctial tunds in Bt), the multiple 
coefficients of correlation are positive which indicates that expenses 
will increase when the annual performance and the total net assets both 
increase. This finding suggests that management fees represent a sig- 
Nipicant, propor.100 CrelicatoOtaimeexpenses dnavacw of tne Taccatnat tne 
annual management fees for all fourteen mutual funds are a specified per- 
centage of their annual or average annual market value. Consequently, 
these fees will inerease when the annual performance and/or the total 
Net assets increase. However, expenses., includine manageement fees, may 


or may not be significant in relation to the cumulative performance and 


tlie tOlal tet assets over the ten-year period, 
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II PERFORMANCE 

Null Hypotheses were formulated to test the significance of the 
strength of possible relationships between the variable of performance 
and the variables of expenses and size, as indicated by the partial and 
multiple. coeapicrenus,o. correlation: 

On the basis of the mean and median partial coefficients of cor- 
Telation forarne: tourteen mutual “funds, (the mull hypothesis of no cor- 
relation between the annual performance and the total net assets is 
accepted, whem the expenses are held constant’ (Table X). However; the 
null hypothesis of no correlation between the cumulative performance 
and the oval met. assets=is rejected, when the expenses are held-con- 
stant (Table XI). The positive correlation between these two variables 
Strongly suggests that the total netvassets will increase when the 
cumulative: pertormance increases. While increases in, the net realized 
and unrealized capital gains on investments will increase the total net 
assets, it is evident for most of the funds that the increase in total 
net assets is largely attributable to new and additional contributions 
by investors) (Table Ill). Investors aré influenced considerably by the 
cumulative performance records of the funds. Of the fourteen mutual 
funds, Templeton Groweh Pund isethe only exception witha relatively 
weak correlation between the cumulative performance and the total net 
assets. This is probably due tovthe distribution of its .common:shares. 
Prior to 1963,the common shares were offered for sale outside Canada. 
Since 1963, the common shares have not been offered for sale in the U.S., 
but they have beenjotiered, in Ontariorand Quebec. It 15 apparent that 
the distribution of the common shares has been restricted somewhat and 


subject to change. Consequently, Templeton Growth Fund has not exper- 
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ienced the "normal'' increase in total net assets as a result of its rela- 
tively superior cumulative performance. 

Using multiple coefficients of correlation, the null hypothesis of 
no correlation Gye ake annual performance is dependent on expenses and 
total net assets is rejected for two mutual funds, while it is accepted 
for ten funds (Table XII). Judgment is reserved on the remaining two 
funds. The null hypothesis is accepted on the basis of the mean and 
median multiple coefficients of correlation for the fourteen mutual 
funds. | 

The null hypothesis of no correlation when the cumulative perform- 
ance is dependent on expenses and the total net assets is rejected for 
thirteen mutual funds, while it is accepted for the remaining fund (Table 
XIII). On the basis of the mean and median multiple coefficients of cor- 
relation for the fourteen mutual funds, the null hypothesis is rejected. 
Consequently, there is a strong and statistically significant correlation 
when cumulative performance is dependent on expenses and total net assets. 
The results of the partial correlation analysis (Table XI) indicates that 
the cumulative performance is more dependent on total net assets than on 
expenses. Hence, an increase in the cumulative performance will mean an 
increase in the total net assets of a mutual fund, largely as a result of 
new and additional contributions by investors. 

To summarize, it is apparent on the basis of the mean and median 
partial coefficients of correlation for the fourteen mutual funds, that: 


(1) There is no relationship between the annual performance 
and the total net assets, when expenses are held constant. 


(2) There is a relationship between the cumulative performance 
and the total net assets, when expenses are held constant. 
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29% 
On the basis of the mean and median multiple coefficients of correlation 
for the fourteen mutual funds, it is apparent that: 


(1) Annual performance is not dependent on expenses and the 
total net assets. 


(2) Cumulative performance is dependent on expenses and the 
total net “assets: 


These results are compared with the findings of an extensive study on 
mutual funds in the U.S. Part of this study concentrated on purchases 
of mutual fund shares by investors in relation to the performance reeetas 
Of the funds for a period of five and three-quarter teens between De- 
Cemvereol, f952eco sceptemver OU s8looo. ~ Prrenca er “al slouna= tha: 

Annual figures, with inflow lagged one year behind per- 

formance, do reveal a weak positive pattern among the 

common stock funds but no relationship among the balanced 

funds. Cumulative Licures for the entire five anda tharee- 

quarter years show a stronger positive pattern.1 
The annual cash inflow information is not available for the fourteen 
mutual funds so that it could be lagged one year behind performance. 
However, the median partial coefficient of correlation of +0.0809 for 
the balanced funds and of +0.0547 for the fully managed funds, are posi- 
tive but they indicate a very weak relationship between the annual per- 
formance and the total net assets (Table X). For the purposes of com- 
parison, the mean and median multiple coefficients of correlation of 
+0.3666 and +0.4370, respectively, for the balanced funds and of +0.4534 
and +0.5089, respectively, for the fully managed funds, are positive and 


they indicate a stronger relationship (Table XII). On the basis of the 


median partial correlation coefficients, the relationship between the 


liyvin Friend, F. E. Brown, Fdward S. Herman and Douglas Vickers, 
A Study of Mutual Funds, (Washington: U.S. Government Printing Office, 
$2 sii 8 


& 


; 4 ; 
wort dn Li 
ves cgay Wo , he 
re siren io ant ‘e a ih horink eradaawnt yd nende aad | 


ay ‘yn nia ‘a, mice letra. tt “ta. tuotrog x awit ghey * 7 
dnl en oe ime ioe i‘. E agpennger « 09 ‘saex oe : 


dy nical _— Sa Mee poet ta (edna Hiama 

ee ee avpaer avis - Rivut Hb sor 

moka Mit, wierd GRY MF eh toate ea rm 

we eahy. Tori ae’ nt ie joe or > be be fgets ADIN: Mei > 
. inrusinely, ova ashen t _, 


a ntaitbeie: sa 7) ‘ibthbreek. ol eno Yona 


rave Baby a 
: 4 


As senehiren Vets) “Ni er, nln Liga vit & fund ol Sealy ae emai 


Y 


re ong tas te neihatiireeh er nt Har2 tutors - mathad “Ons oe ie 
Leong. orca Rail ‘tow pei: rib ont mt PhO. OF 4O baw cha? bash a ; 
coy foun an ie (iano wei inet ssn, icon a stutter yd? fos a ; 
inepoe FE anton oli nit i a ‘oe leu usmaes ten Taxes att. ina 55 


te evil ih eed: % + saree 


j ah 5 
4 
ies evi 


erfl > oF 


nti er 
ERD Ce 


pi). 


annual performance and the total net assets for the balanced funds is 
Slightly stronger than for the fully managed funds, although the re- 
lationship for both types of funds is weak. This conclusion on the 
basis of annual figures differs from the conclusion of Friend et al. 
However, the multiple correlation coefficients indicate that the re- 
lationship between the annual performance and the total net assets is 
Slightly stronger for the fully managed funds than for the balanced 
funds, which contradicts the conclusion on the basis of the median partial 
correlation coefficients and generally supports the conclusion of Friend 
et al. As the partial and multiple coefficients of correlation between 
the annual performance and the total net assets are not statistically 
Significant, ie sie likely that any attempt to reconcile the contradict- 
ory conclusions would not be meaningful. 

On a cumulative basis, the mean and median partial coefficients 
of correlation for the relationship between the cumulative performance 
and the total net assets are +0.9013 and +0.9359, respectively, for the 
balanced funds, and +0.8828 and +0.9662, respectively, for the fully 
managed funds (Table XI). The mean and median multiple COCE PPE MenUS UOT 
correlation re +0. 9S) Saati. +.0),067 >, «respectively s rormcne balanced 
funds, and +0-9037 and +0.9767, respectively, for the fully managed 
funds (Table XIII). On the basis of the more meaningful median coeffi- 
cients of correlation, the relationship between the cumulative perform- 
ance and tives total net asseuseis positive and very strong for both types 
of funds, but it is slightly stronger for the fully managed funds. These 
results based on the cumulative performance are significantly stronger 
than the results based on the annual performance, and they generally 


geree with the findings of Friend et al, 
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III TOTAL NET ASSETS 

In the previous sections dealing with expenses and performance, 
null hypotheses were tested on the basis of the partial and multiple 
coefficients of correlation to determine the significance of the rela- 
tionship between expenses and total net assets, and also between per- 
formance and total net assets. Concentra the results of these 
tests will not be repeated in this section. | 

The null hypothesis of no correlation when the total neétaissecs 
are dependent on expenses and annual performance is accepted for exght 
eel funds, while it is rejected for the remaining six funds (Table XeLV ye 
On the basis of the mean and median multiple coefficients of correlation 
for the fourteen mutual funds, the null hypothesis is aecepteds 

The null hypothesis of no correlation when the total net assets 
are dependent on expenses and sie ante performance is rejected 
for thirteen funds, while it is accepted for one fund (lable XV). For 
the fourteen mutual funds, the null hypothesis is rejected on the basis 
of the mean and median multiple coefficients of correlation. 

To summarize, it is apparent on the basis of the mean and median 
multiple coefficients of correlation for the fourteen mutual funds, that: 


(1) The total net assets are not dependent on expenses and 
the annual performance. 


(2) The total net assets are dependent on expenses and the 
cumulative performance. 


Similar results are obtained in the section dealing with perform- 
ance when the independent variables are expenses and annual performance, 


and expenses and cumulative performance. 
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TV COMMISSION CHARGES AND CUMULATIVE PERFORMANCE 

Mutual fund shares distributed by sales agents usually have a 
"loading" or commission charge which is paid by the investor. Inevit- 
ably, the question arises as to whether or not the payment of the "load- 
ing'"' charges will be rewarded with superior investment performance. 

The null hypothesis of no correlation between the commission 
charges and cumulative performance (ogee allowing for the commission 
charges) for the fourteen mutual funds is accepted at the 0.05 level of 
Signiricance {labte XV1).. There is a weak and inyerse relationship 
between the commission charges and the cumulative performance. The pay- 
ment of commission charges does not mean that the investor will be re- 
warded with superior cumulative performance. In addition, the relative 
amount of the commission charges should not be a criterion for evaluat- 
ing the management and performance of mutual funds. This conclusion is 
generally supported by Friend et al who have stated that: 

the!) absence of a rélation between sales charges and 
performance means that the investor is not able to con- 


Clndemthat tie existence of a™ntghertsales change™is 
associated wrth the exrstence of Superior performance. 2 


Of the fourteen mutual funds, Associate Investors was the only 
One which didgnot have “a commission charge. It7is interesting to note 
nee for the ten year period, Associate Investors ranked fourth with a 
cumulative performance of 99. 80% before allowing for the commission 
charges, in§the! calculation of the cumulative performances forsthe other 
funds. However, it ranked third after allowing for the commission 


charges in the performance computation for the other funds. Dominion 


2Friend, Brown, Herman and Vickers, op. cit., p. 20. 
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Equity Investments, ‘which ranked second with a cumulative performance of 
107.44%, excluding commission charges, and 104.39% including commission 
charges, had the lowest commision charge of 1] 1/2%. Templeton Growth 
Fund, which ranked first with a cumulative performance of 156.08% ex- 
cluding commission charges, and 134.38% including commission charges, 


had a commission charge of 8 1/2%. 
V SUMMARY 


In this chapter, null hypotheses were tested at the 0.05 level 
of significance to determine the general relevance of such variables 
as expenses, performance, size, and commission charges in the evalua- 
tion of mutual funds. 

On the basis of the mean and median partial coefficients of cor- 
relation for the fourteen mutual funds, it’ is apparentrthat: 


(1) There is no relationship between expenses and annual 
performance, or between expenses and cumulative per- 
formance, when the total net assets are held constant. 


(2) There is no relationship between expenses and the total 
net assets, when either the annual or the cumulative 
performance is held constant. 


(3) There is no relationship between the annual perform- | 
ance and the total net assets, when expenses are held 
constant. 


(4) There is a relationship between the cumulative perform- 
ance and the total net assets, when expenses are held 
constant. 


It is apparent on the basis of the mean and median multiple co- 
efficients of correlation, that: 
(1) Expenses are dependent on the annual performance and the 


total net assets. 


(2) Expenses are not dependent on the cumulative performance 
and the total net assets when the mean coefficient is 
used, but judgment is reserved on this relationship when 
the median coefficient is used. 
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(3) Annual performance is not dependent on expenses 
and the total net assets. 


(4) Cumulative performance is dependent on expenses 
and thegtoval net assets. 


(Se lotal netyassets are nourdependent on. expenses 
and the annual performance. 


(O)Miotal netrassets are dependent on expenses<and 
the cumulative performance. 


There is no relationship between the commission charges and the 
cumulative performance (after allowing for the commission charges) for 
the fourteen mutual funds. 

Oiethemr elatwonships tested tn ithas chaptersthe) yelationship 
between the cumulative performance and the total net assets is the only 
one which may be relevant in the evaluation of mutual funds. However, 
its relevance seems limited to the conclusion that investors will in- 
Creacesthecirecontributions to.a, mutual. fund. tits .cumrlativie: perrorm— 
ance increases. Therefore, it is concluded that none of the tested 


relationships are relevant in the evaluation of mutual funds. 
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CHAPTER ITI] 
RISK - RETURN AND OBJECTIVES 


In this study, risk is defined as the degree of volatility in the 
cumulative return for each of the fourteen mutual funds over a period of 
ten years, relative to each other, and relative to the assumed non-chequ- 
ing savings account which has the eee faerie cumilativesreturn. Vora- 
tility is measured by the standard deviation of the cumulative return, 
and also by the slope of the straight line of regression for the cumula- 
tive return of each mutual fund and of the savings account. These two 
separate measures of volatility are based on the cumulative return for 


each mutual fund, exclusive of any commission charges. 
I RISK - RETURN BY STANDARD DEVIATION 


The null hypothesis that there is no correlation between the stand- 
ard deviations and the cumulative returns for the fourteen mutual funds 
is rejected at the 0.05 level of significance (Tables XVII and XVIII). 
intact, thercorrelation coefficient of +0.9777 andicates a very strong 
and nearly perfect correlation between these two variables. This result 
strongly implies that the cumulative return increases when the standard 
deviation increases, or alternatively, the cumulative return increases 
when the risk increases. There are reasonable limits to this conclusion 
which would preclude the acceptance and tolerance of risk levels which 
are not rational in terms of probabilistic returns. Given the definition 
of risk used in this study, the standard deviations of the cumulative re- 
turns for the fourteen mutual funds are reasonable measures of the risk 


exposures in relation to the returns, as evidenced by the highly positive 


Swirl ze Ati 4 git wily “é kl is aay. Y, nvsity A a nd an 


[ i yo oe) ie an ais ce 


a “tt abnyt “too i in ite bia 


fey, 
, ne 4 6 
my a) ae on 
i ed totev ten ot f wert aide 
Corre | @ . sg 
yt) bart 
eal: sabueix 
PREOTE OU RO WR) 2 igkause | | ut te o oqato + 


¥ AF ’ 1, ee ' of 1S é\fe h thes ew i ont vf 


mien | 


ae) aa 


’ usin Hoes 
Pi | a 
el tea | 


wos toMy a rr atria ene te 
é ? ih 
{ | yf ) err oF ; 20.0 (ufh 3 
nataokbes TVTG.0¢ Fo teak okey tas word or (05 of 


rey fal b tera — er. er) ee cf. 4 a nd =a _ 
neem ee ~ ‘alk : oe D | page eye = a0) i re wa LID ‘ ry 7 ing tom! 


nod EsaKatal CWAAT OvRDe linia 1 $n eort tet ag 
fun ; r —_ é _ : 


; pu te 

i honey . "a bis Fp a _ oo oi a Fi 5 2 Li : 

pn Vad, aS AAR) f i ANiwvs Petry re ne A | 4 2O2eo , 
7 ee ne el ng _ “aah 


} eas iy h- Ur, 16) GORA % Sth: ated r eee eO%: en Pe: deel veal 
os Wa poh mt a ; yen } > ’ - tc 7 day Bo ( 
Laie oe : vk 


‘VoL on bee : ee veto Me if epttarypans F; ote, shu Loghiy & orn) 


Boat 1, . ne Le 
ee or eve 


. oe ae: b tony a Wi 
va nasal ee gett. 


can ef iV | 


ae 
ty 


ADUETOTFFY YSTY OUI FO oaAnseow OATIeTOY - 1OJeY YSTY Oyd Se DUCS xx 


uoTIeTASG prepueys + uLNJey eATIETNUND » 


a 


- + ogy - ot 
tee co a XG 
Sey Ses Se ee 

iy oe ee 
OT, pe ge 
ea a gigs Fey 
—* oe ce 
ee + 9 
ee ee et ee 
seca ax” - SOT 
arene | - + 6°9 
eee f= Gaus 
ye et ee 
Pea 
Sn ee ee gk 
oy ee eae ae 
Oe a a eee ae 
sere Ss ST 
»xAONAL OI ddd * dudd 
ANVU 


mW 


<= We) fee GS) GaP ey NE 
Ts 


“AIG “aLS 


Sh hp rere 


Geol Gm Tete O 
SOV a  - »O0G96 
CV CseC wee OU Parl 
6205S 26a me ake ecaece 
OGe6° 1-8 “S2cS5 
O2Lv re > 4 PE LOT 
i i armed <i 9 
P9Co Se | ALO GS 
ESss°c ) 08 60 


G9S7*e) eek 108 


erGivcc, | Slate 
10VSoS = 2093) 
Syey 6) 0 eso vLe 
GINGA | TPS V8 
Saryure = ~ “GD ols 
ONCY CO > - Soni 
OVD iC ol papell L 
EGC Gos sy708. $9, ~ 
xdOLOVd Nunta d 

ASI FALLVINNAD 


. 


. 


° 


. 


SvOv’ 6s 
v9I87 OF 


SLoGaag 
ZV96'9E 
7580 ° 82 
OLS. EY 
S67 VE 
EEG SF 
vevs TV 


CoLomia 
OVv90' Se 


6796 ° SE 
LVVL’ OF 
TOGL Cz 
TOSO® kz 
OSV8° OS 


I8L6°72V 
169S° 62 


NOILVIASG 
dYVaNVLS 


° . ° 


. ° . 


Sh Aa? ielanas. om evens UBT Po 
i ee os ees TOOT 


‘+ puny yqmorg uoqetdwey 


puny Sutzertnunssy Teniny 


sozeus owoouy pednoir9 


SjuowqyseAur AZInbyg uotTutTwog 


punj usw seAU. ueTpeUeD 


uotqzei1odio) ueiqnesg 
* SLOJPSOAUL SIETOOSSY 
isch Sper StS Beason se 


Spun j poseury ATTN 


ee i ce ec ueT POW 
pee OO) OARS} 


punj Jus soAUT pout] 


- uotiezodioj JuawyseAUul B SSUTAeS 


. 


- + Tenn SIOZSaAUT 
uVu FTPIOTIOD Spuod 
SIojseAU, azero0d105 


puny 


eseLoAST] TVUOTIEULS UI UT eSMUOWWO* 


. . . 


- + + Tenjny uotduey 9 


Spunj pooue[eg 


SaNnnd 


a 


AFAISNIONI ‘9961 °3 LS6T GOIYdd SHL YOd 
NYNLdY FALLVIAWNOD AGNV ASLY 
SGNNA TWALAW NFdLYuNOd 


IIAX ATEIvVL 


7a 


ad a ane “as 


alse; 
* 


anette ae ays STS EMlcon = pelegine powrens GE E)—% scar Fitrct ects 


» LMENeCTAS parhcy > grmgeng ‘DaATin OG 


te 


} es sd P 


an | a 7 an . 7 ’ . ve ni _ ied 
Fie Og in Lab (ie y 
2 nk ; ie 


:2[nsoy 


:uoT}OO Loy TOF ASO] 


stsoyzoddky T[nu oy} yooloy 
UOTE TeII0) FO 


JUSTITFFO0) AOpIQ O17 


9C7S°O+ <ZLL6°0F S96'T ee 


Laos OF 
qe ¢ ee: ee 
U(SouvoTPIUSTS FO olen S070) 96° Tur 796.1 SE 
T-U 4g Bites fe 
:StsoyuzodAH [INN 


(stsoyzoddy [Inu oy} 4deodoe 10) Juowspnf ovZesor f96°, “+ ZO 96°[- >4 FT UOTR 
-@[91II0D ou Fo stsayyodAy T[Nu oy} Woofer Sspuny TenjJnW us0qINOF oy} TOF suanjor 


OATJETNUND oY} puke SUOTILTADP paxrepueySsS oY} US9MJOq UOTJETSTIOD OU ST oFOUL 
“9961 02 LS6T GOILYdd FHL OA 


AAISNIONI 
NYNLad AATLVINWNOD GNV ASTY 
SCNNsd TWALAN NeaLanOd 
ITIAX A1aVi 


—_ : 


= 


eg 36 jeee” 


y hey Ce 
a oe fy , 
oe E : 


41. 


coerricientyof correlation: 

The risk for the seven fully managed funds, as measured by the 
median standard deviation, is about 24.4% greater than for the seven 
balanced funds, while the corresponding median cumulative return is 
about 19.7% greater (Table XVII). However, the median risk factor for 
the fully managed funds is about 1.1% less than for the balanced funds. 
This result suggests that while the fully managed funds have a greater 
fskeexposure} ithe risk in'relation to the returmwus slightly «more 
efficient than for the balanced funds. In other words, even though 
the level or the degree of risk exposure is lower for the balanced 
funds, the return relative to its risk level is slightly lower than 
for the fully managed funds. Given the difference in the degree of 
risk, the fully managed funds are slightly more efficient than the 


Dabeneecd stundsmin the Uta lization .oterisk, 


II RISK - RETURN BY REGRESSION LINE 

The second method for measuring risk is based on the slope of 
the straight line of regression for the cumulative return of each 
mutual fund and of the assumed non-chequing savings account with the 
Federal Government .. With this method, it is possible to calculate the 
expected cumulative return for each of the mutual funds on the basis 
OP thei ere spective risk exposures 4 | Vhe octua li veturmnw1s scompaned 
With the expected return in, order tovassesssthe Trask-return -eriacnency 
for each mutual fund. 

For the fourteen mutual funds, the risk-return efficiencies range 
between 65.14% for Grouped Income Shares to 89.02% for Templeton Growth 


Ponds ( tapie Xi). nererone the former funds the least -efiicient., 
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Withhvemtwe Latversiona as the most erficient: “Iti is notable that’ the 
actual cumulative returns of the mutual funds are less than their ex- 
pected cumulative returns. This may suggest that risk and return are 
not commensurable and that there is a point of diminishing returns. 

The risk for the fully managed funds, as measured by the median 
Slope sOL thessiraicht laine! of regression, is about 24.4% greater than 
for the balanced funds, while the corresponding median cumulative per- 
formance is about 19.7% greater (Table XIX). However, the median risk- 
return efficiency for the balanced funds is slightly higher than for the 
Puy manageaerunds, sGiven the iditrerence in the sacerec of risk ete 
balanced funds are slightly more efficient than the fully managed funds 


Ine cneeuleiiazation of rusk. 
III RISK - RETURN BY STANDARD DEVIATION AND BY REGRESSION LINE 


When comparing the two methods for measuring risk and return, the 
risk for the fully managed funds is about 24.4% greater than for the 
balanced funds, while the corresponding cumulative return is about 19.7% 
greater, regardless of the method used. Using the standard deviation 
method ~1teus=concluded that the fully managed funds are slightly more 
efficient than the balaneed funds, in the wttlization of risk, white the 
reverse is concluded when using the regression line method. 

There is some discrepancy in the results when the fourteen mutual 
funds are ranked and compared in terms of their risk-return efficiencies 
as measured by both methods (Table XX). Of the fourteen funds, nine of 
them have identical rankings from 1 to 3 inclusive, and from 9 to 14, 
inclusive. Consequently, there is agreement on the three most efficient 


funds and-on thetsix least: efficient funds. For the remaining tive funds, 
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the most serious discrepancy between the two methods is for Dominion 
Equity Investments which is ranked 5 and 8 on the basis of the standard 
deviation method and the regression line method, respectively. Dominion 
Equity has the second highest standard deviation or risk and the second 
highest cumulative return. However, relative to some of the other 

mutual funds, Dominion Equity accepted a higher risk level than neces- 
Sary to achieve its "return, or alternatively, the return should have 
Deeneercater inirelatiommeo the actual risk exposure. Consequently, 

fies fank Of > 1S relauive to the risk “exposure and the cumpative, return 
for the other mutual funds. 

As pointed out, Dominion Equity has a lee rank onthe’ basis of 
therrervressions|aneemecuod.. This ranks not relative tothe 71sk and 
return for the other mutual funds as in the standard deviation method 
because the sactual cumulative return for each fund is expressed as a per- 
centage of its expected cumulative return on the basis of the actual 
TMisk exposure smindacated by the slope or the regression Jane! The 
percentage indicates the risk-return efficiency for each fund and the 
funds are ranked om the basis of their efficiencies. Consequently the 
discrepancy in the rankings from 4 to 8, inclusive, may be attributable 
in part to the difference in the two methods > “dhassdiscrepancy may. 
also be attributable to the cyclical nature of the ten year period used 
in this study. Ingpthe years#l95@ ands i906, the majorgs tock market in- 
dices and the performance of most mutual funds had declined significantly 
on a relative basis in each of those years. The measurements of risk 
and return over this period probably have a cyclical bias. Those mutual 
funds with the best and the worst risk-return efficiences may have a 


strong cyclical bias, whereas the other funds may have relatively little 
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or no bias. This may explain why both methods result in identical rank- 
ings for these funds which are either the most or the least efficient, 
but result in different rankings for the remaining funds. Under the cir- 
cumstances, it is not certain whether the balanced funds or ce fully 


managed funds are more efficient in the utilization of risk. 


IV OBJECTIVES 

An examination of the promulgated objectives for the fourteen 
mutual funds results in the ooh aeeaee conclusion that these objec- 
tives generally describe an approach to investing funds, which pre- 
sumably rests on some underlying investment philosophy or belief which 
may be implied, but not clearly defined (Tables XXI and XXII). The 
promulgated objectives might be better classified as policies which 
describe the intended course of action required to fulfill the actual 
and unknown objectives. Consequently, if a fund is described as a 
balanced fund or a fully managed fund, it is only a description of 
policy and not of objectives. Ideally, the objectives should state 
the investment philosophy rationalized in terms of risk and return; the 
expected future return and the related risk level should be specified 
over a given time span. From a practical point of view, risk-return 
levels are presently difficult to quantify in a meaningful way and the 
problem becomes relatively more complicated in the prediction of the 
future risk-return levels. 

The median risk-return efficiences for the balanced funds and 
the fully managed funds are 77.84% and 75.80%, respectively (Table XIX). 
On this basis, it appears that Reh types of funds have been reasonably 


successful in achieving their objectives. 
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V SUMMARY 

It is not certain whether the balanced funds or the fully man- 
aged funds are more efficient in the utilization of risk when using the 
standard deviation and regression line methods. Mutual funds should 
De evaluated in terms’ of their risk-return efficiencies, rather than 
their records of cumulative performance which emphasizes return only. 

The promulgated objectives of the fourteen mutual funds gen- 
erally describe an approach to investing funds based on some underly- 
ing investment philosophy. The approach of the fully managed funds 
Pip itesmi lat. theareal Ob TeCtiV.er 1S COvaCCent amiicicim evel sOt ail cls 
exposuresana return relative to that efor the balanced tunds <5 White 
the investor in mutual funds has to decideson theslevels ote nisurask 
tolerance, it. 1s also necessary for him to select. themmutualy fund 
which has the highest risk-return aisha: Before assuming that 
the present level of efficiency for a mutual fund will be maintained 
OVeancreasead in the future, it 1s necessary to review aus portrol 10 
OVele a period of five to ten years so that the @actual diversimication 
policies can be ascertained. To be meaningful, these policies should 
be compared with those policies for other similar mutual funds. An 
evaluation of the portfolios of the fourteen mutual funds is beyond 


the scope of this study. 
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CHAPTER IV 
SUMMARY AND CONCLUSIONS 
This study focuses on expenses, performance, size, commission 
charges, risk-return, and objectives, on the premise that some factors 
are more important than others in the evaluation of mutual funds. The 
relative importance of these factors is determined by testing null hypo- 
theses based on an objective sample of fourteen balanced and fully man- 
aged funds covering the period 1957 to 1966, inclusive. 
ingChapter 11, the significance of each-of the wtactors= of ex— 
penses, performance, size, and commission charges is tested at the 0:05 
Tevcu ore signi icance. | For expenses, the results of the correlation 
analysis are as follows: 
(1) Expenses are dependent on the annual performance and the 
totalinet fassets:. 
(2) Expenses are not dependent on the cumulative performance 
and the total net assets when the mean coefficient of 
correlation is used, but judgment is reserved on this re- 
lationship when the median coefficient of correlation is 
used. 
With respect to (1), management fees are a specified percentage of the 
annual or average annual market value of the portfolio for the mutual 
funds. - These fees, which represent a significant portion of the total 
expenses, will increase when the annual Terieeoe and/or the total 
net assets increase. 
There is a relationship between the cumulative performance and 


the total net assets at the 0.05 level of significance. Total net 
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assets will increase in response to increases in the cumulative perform- 
ance. It is very likely that the increase in total net assets is largely 
attributable to new and additional contributions by investors, rather 
than to increases in the net realized and unrealized capital apprecia- 
tion on investments. 

At the 0.05 level of significance, there is no relationship 
between the commission charges and the cumulative performance (after 
allowing for commission charges). Therefore, the payment of commission 
charges is no guarantee that the investor will be rewarded with super- 
ior performance. 

In Chapter III, the factors of risk, return, and objectives are 
considered. The question of whether the balanced funds or the fully 
managed funds are more efficient in the utilization of risk has not 
been resolved in this study. 

It is argued that the promulgated objectives of the mutual funds 
generally describe an approach to investing funds which may be implied, 
but not clearly defined. Consequently, these objectives might be better 
classified as policies which describe the intended course of action re- 
quired to fulfill the actual and unknown objectives. On the basis of 
the risk-return efficiencies, it appears that the balanced funds and the 
fully managed funds have been reasonably successful in achieving their 
objectives. 

Of the factors considered, the thesis of this study is that the 
risk-return efficiency is one of the most important and relevant factors 


in the evaluation of mutual funds. 
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